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The  Legislative  Audit  Committee 
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the  two  fiscal  years  ended  June  30,  1982. 

The  audit  was  conducted  by  David  Sather,  Jr.,  CPA,  under  a  contract 
between  the  firm  and  our  office.  The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
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included  in  the  back  of  the  audit  report. 
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SUMMARY  OF  RECOMMENDATIONS 

Below  is  a  listing  of  all  recommendations  together  with  a 
notation  as  to  whether  the  agency  concurs  or  does  not  concur 
with  each  recommendation.   The  full  reply  of  the  Department 
of  Institutions  is  included  in  the  back  of  this  report. 

Page 

1.  Comply  with  state  purchasing  regulations.  4^ 
Agency  Reply:   Concur.   See  page  30. 

2.  Pay  invoices  on  a  monthly  basis.  _5 
Agency  Reply:   Concur.   See  page  30. 

3.  Analyze  lease  decisions  6^ 
Agency  Reply:   Concur.   See  page  30. 

4.  Properly  use  its  contingent  account.  1_ 
Agency  Reply:   Concur.   See  page  30. 


5.   Close  the  transportation  cash  fund  and  use 
existing  procedures  to  account  for  this 
activity. 


Agency  Reply:   Concur.   See  page  31, 


6.   Deposit  all  revenue  received  into  the  State 
Treasury;  and  use  the  Boys  Fund  Trust  account 
only  to  account  for  and  control  money  held  in 
Trust.  9 


Agency  Reply:   Concur.   See  page  31 


7.   Seek  assistance  as  to  the  proper  disposition 
of  abandoned  property. 

Agency  Reply:   Concur.   See  page  31. 
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8.   Impiement  an  adequate  property  management 
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Agency  Reply:   Concur.   See  page  32. 


10.   Discontinue  the  practice  of  estimating 

payrol 1 .  11 
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APPOINTIVE  AND  ADMINISTRATIVE  OFFICIALS 


PINE  HILLS  SCHOOL 


Allan  Davis 
Leon  Bridge 


Superintendent 
Administrative  Officer 


DEPARTMENT  OF  INSTITUTIONS 


Carroll  South 
James  L.  Haubein 


Director 

Administrator 
Management  Services 


INTRODUCTION 

We  completed  a  financial /compliance  audit  of  the  Pine 
Hills  School,  which  is  under  the  supervision  of  the  Depart- 
ment of  Institutions.   The  objectives  of  the  audit  were  to: 
(1)  determine  if  the  schools'  financial  statements  present 
fairly  its  financial  position  and  results  of  operations  for 
the  fiscal  years  ending  June  30,  1981  and  June  30,  1982;  (2) 
determine  if  the  department  complied  with  applicable  laws 
and  regulations;  and  (3)  make  recommendations  for  improvement 
in  the  management  and  internal  controls  of  the  school. 

GENERAL 

The  Pine  Hills  School  (PHS)  was  established  in  1894  in 
Miles  City.   The  school  provides  residential  treatment  and 
45-day  evaluation  of  male  youth  under  18  years  of  age.   The 
schools'  stated  goal  is  to  "provide  a  meaningful  nonpunitive 
environment  conducive  to  the  rehabilitation  process  for  appro- 
priately referred  youth  in  the  least  restrictive  setting". 

The  school  provides  care  in  a  group  living  atmosphere; 
medical  and  psychological  treatment;  counseling;  academic 
training  and  vocational  training.   Prior  to  1980,  these  ac- 
tivities were  budgeted  in  various  categories.   During  the 
period  of  our  review,  the  schools'  activities  were  budgeted 
under  the  title  care  and  custody. 


INTERNAL  CONTROL 


As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  Pine  Hills  School  system  of  internal  accounting  control 
to  establish  a  basis  for  reliance  thereon  in  determining  the 
nature,  timing,  and  extent  of  other  auditing  procedures  neces- 
sary for  expressing  an  opinion  on  the  financial  statements  and 
to  assist  in  planning  and  performing  our  examination  of  the  fi- 
nancial statements. 

Our  study  and  evaluation  of  the  schools'  system  of  internal 
control  included  an  evaluation  of  all  significant  control  sys- 
tems as  follows: 


cash  -  expenditures 

payroll  -  fixed  assets 

revenue  -  accounts  receivable 

budgeting  -  inventory 
purchasing 


Our  study  and  evaluation  was  more  limited  than  would  be 
necessary  to  express  an  opinion  on  the  system  of  internal  ac- 
counting control  taken  as  a  whole. 

The  management  of  the  school  is  responsible  for  establi- 
shing and  maintaining  a  system  of  internal  accounting  control. 
The  objectives  of  internal  accounting  control  are  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding 
of  assets  against  loss  from  unauthorized  use  or  dispostion,  and 
the  reliability  of  financial  records  for  preparing  financial 
statements  in  accordance  with  generally  accepted  accounting 
principles  and  maintaining  accountability  for  assets.   The  con- 
cept of  reasonable  assurance  recognizes  that  the  cost  of  a 


system  of  internal  control  should  not  exceed  the  benefits  de- 
rived and  also  recognizes  that  the  evaluation  of  these  factors 
necessarily  requires  estimates  and  judgments  by  management. 

Our  examination  was  made  for  the  limited  purpose  described 
in  the  first  paragraph  and  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control  because 
it  was  based  upon  selective  tests  of  accounting  records  and  re- 
lated data.   Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  internal  accounting  of  the  Pine  Hills  School  as  a 
whole.   However,  our  tests  did  not  disclose  material  weaknesses 
in  internal  control.   Those  internal  control  weaknesses  iden- 
tified during  the  audit  that  warrant  management  attention  are 
described  in  various  sections  of  this  report. 

The  preceding  paragraphs  are  intended  solely  for  the  use 
of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.   This  restriction  as  to  use  is  not.  intended 
to  limit  the  distribution  of  this  document  which,  upon  accep- 
tance by  the  Legislative  Audit  Committee,  is  a  matter  of  public 
record. 

EXPENDITURES 

We  found  that  the  school  did  not  comply  with  state  pur- 
chasing regulations  for  the  purchase  of  food  and  some  operating 
supply.   Much  of  the  schools'  meat,  produce,  milk  products  and 
dairy  products  are  purchased  locally  or  regionally  without  state 


purchase  order.   State  regulations  require  that  purchases  for 
more  than  $300  and  purchases  for  selected  materials  must  be 
made  through  the  Purchasing  Division  with  a  requisition  and  a 
state  issued  purchase  order. 

Agency  officials  used  "local"  purchase  orders  to  authorize 
most  of  these  purchases.   They  believed  that  these  could  ef- 
fectively substitute  for  state  issued  purchase  orders  and  pro- 
vide the  agency  with  flexibility  in  purchasing. 

We  also  found  several  instances  where  the  agency  used  state 
purchasing  procedures  for  portions  of  its  requirements  and  pur- 
chased the  balance  on  local  purchase  orders.   The  agency  did 
not  always  purchase  in  economic  quantities  or  use  the  inventory 
records  to  determine  reorder  points.   Prices  paid  on  the  local 
purchase  orders  were  usually  higher  than  the  price  available 
under  state  purchasing. 

RECOMMENDATION 

We  recommend  that  the  school  comply  with  state  purchasing 
regulations . 

Payment  of  Vendors 

The  agency  issued  claims  to  pay  local  vendors  more  fre- 
quently than  required.   One  vendor  received  four  state  war- 
rants in  one  month  for  four  local  purchases.   There  was  no 
apparent  reason  for  paying  more  often  than  monthly.   Several 
state  agencies  are  involved  in  processing  claims  and  issuing 
warrants  with  processing  costs  incurred  at  each  agency.   The 


school  should  collect  invoices  and  make  monthly  payments, 
when  possible. 

RECOMMENDATION 

We  recommend  that  the  school  pay  invoices  on  a  monthly 
basis . 

COPIER  LEASE 

The  school  has  entered  into  two  agreements  with  an  office 
supply  firm  for  the  lease  of  copying  machines.   One  calls  for 
payment  of  $126  monthly,  the  other  for  $100  monthly  plus  a 
3  -  4C  charge  per  copy,  depending  upon  the  number  of  copies 
produced.   These  agreements  were  made  in  1978  and  the  state 
Purchasing  Division  approved  the  agreements. 

The  $126  lease  can  be  cancelled  at  the  end  of  each  year  and 
varying  proportions  of  the  lease  payments  apply  toward  purchase, 
depending  upon  the  number  of  months  the  copier  is  leased.   If 
the  agency  retains  the  copier  for  a  full  7  years,  the  purchase 
price  is  $1. 

Leasing  can  be  an  effective  tool  in  many  business  situa- 
tions, however,  we  do  not  believe  that  these  agreements  benefit 
the  state.   Both  capital  and  operating  leases  contain  an  implied 
interest  rate  or  use  charge.   Over  a  seven  year  period,  the 
school  will  have  paid  $10,584  for  a  machine  with  an  approximate 
cost  of  $3,500  to  $5,000.   The  additional  charges  represent  the 
implied  interest  plus  a  service  contract  agreement  contained  in 
the  lease.   Unless  it  is  the  state  intent  to  pay  these  implied 
interest  charges,  a  purchase  is  generally  less  costly. 


Either  the  agency  or  the  purchasing  division  should  pre- 
pare an  analysis  of  any  lease  agreements  to  determine  the  true 
cost  to  the  state. 

RECOMMENDATION 

We  recommend  that  the  agency  analyze  all  lease  decisions. 

CASH 

Pine  Hills  School  maintains  the  following  cash  accounts 
at  local  banks. 


-  Contingent  Revolving  Fund 

-  Boys  Fund  Trust 

-  Transportation  Fund 

-  Canteen  Fund 


The  contingent  fund  and  the  trust  fund  are  recorded  on 
the  Statewide  Budgeting  and  Accounting  System  (SBAS) .   The 
balances  and  activity  in  the  transportaion  and  canteen  fund 
are  not  reported  on  SBAS. 

Contingent  Fund 

The  cash  account  is  used  to  pay  for  small  purchases  for 
which  the  school  must  make  immediate  payment.  Periodically, 
the  school  requests  a  state  warrant  to  replenish  the  fund  to 
its  $1,000  balance. 

The  account  is  not  properly  used  as  a  revolving  cash  ac- 
count since  certain  items  paid  from  state  funds  are  reimbursed 
to  the  school  and  deposited  directly  to  the  contingent  fund. 


The  balance  went  over  $1,000  at  one  point  in  1982.   The  only 
deposits  that  the  agency  should  make  to  this  account  are  reim- 
bursements for  the  exact  amount  of  checks  issued. 

RECOMMENDATION 

We  recommend  that  the  school  properly  use  its  contingent 
account. 

Transportaion  Fund 

The  transportaion  fund  is  an  additional  revolving  fund 
to  provide  for  transportation  expenses  of  boys  discharged 
from  the  school.   The  account  maintains  a  nominal  balance 
and  receipts  and  expenses  are  approximately  $1,400  each  year. 

The  account  receives  income  from  counties  as  reimbursement 
to  the  state  for  first  time  transportation  to  and  from  the 
school.   Expenses  are  to  residents  or  bus  companies  for  trans- 
portation.  The  amounts  are  small;  however,  they  represent  un- 
recorded income  and  expense  to  the  school. 

We  believe  that  these  transactions  could  be  handled  by 
the  present  revolving  fund  and  existing  state  deposit  proce- 
dures . 

School  officials  believe  the  account  is  necessary  because 
counties  are  freguently  slow  in  reimbursing  the  state  and  the 
account  solves  budgeting  and  cash  flow  problems. 

RECOMMENDATION 

We  recommend  that  the  school  close  the  transportation  cash 
fund  and  use  existing  procedures  to  account  for  this  activity. 


Boys  Fund 

The  boys  fund  is  the  trust  account  maintained  by  the  school, 
Residents  are  not  allowed  to  hold  any  cash.   Accounts  for  each 
resident  are  maintained.   Deposits  are  from  parents  and  guar- 
dians or  money  that  students  have  earned.   Students  can  spend 
this  money  using  coupons  at  the  canteen  and  any  balances  are 
given  to  the  students  when  they  leave  the  school.   The  school 
maintains  detailed  accounting  records  and  supporting  informa- 
tion and  the  internal  control  problems  discussed  in  prior  audit 
reports  have  been  corrected  as  they  relate  to  student  accounts. 

In  addition  to  acting  as  a  trust  account,  the  boys  fund 
also  accounts  for  and  holds  balances  for  other  school  activity. 
These  include  the  athletic  fund,  the  athletic  equipment  fund. 
Chaplain  fund,  and  several  memorials.   Revenue  in  these  funds 
consists  of  donations  and  proceeds  from  basketball  games  and 
tournaments.   During  our  audit  period,  the  athletic  equipment 
fund  collected  $781  and  the  athletic  fund  collected  $1,723  from 
basketball  tournaments.   These  receipts  are  revenue  to  the  state 
produced  in  state  facilities  using  state  appropriations.   This 
income  should  be  deposited  and  recorded  as  general  fund  revenue. 

Gifts  and  donations  which  are  restricted  as  to  their  use 
should  be  deposited  into  the  state  treasury  in  special  revenue 
accounts  in  order  to  record  the  activity  on  the  financial  state- 
ments . 


RECOMMENDATION 

We  recommend  that  the  school: 

1)  Deposit  all  revenue  received  into  the  state  treasury. 

2)  Use  the  boys  fund  trust  accounts  only  to  account  for 
and  control  money  held  in  trust. 

Old  Accounts 

Over  a  period  of  many  years,  students  have  left  balances 
in  the  trust  accounts.   These  accumulate  when  students  receive 
money  after  discharge  or  if  a  student  runs  from  the  school. 
The  school  attempts  to  pay  this  money  if  the  former  residents 
can  be  located. 

In  1976,  the  school  purchased  a  certificate  of  deposit, 
which  had  a  balance  at  June  30,  1982  of  $1,538.   Since  1976, 
$980  had  accumulated  in  inactive  accounts  for  which  the  school 
is  unable  to  locate  owners. 

The  state  has  legal  procedures  developed  to  handle  lost 
or  abandoned  property.   The  school  should  consult  with  the 
Department  of  Administration  as  to  the  proper  disposition  of 
these  accounts . 

RECOMMENDATION 

We  recommend  that  the  school  seek  assistance  as  to  the 
proper  disposition  of  abandoned  property. 

PLANT,  PROPERTY  AND  EQUIPMENT 

The  agency  has  made  substantial  efforts  since  the  prior 
audit  in  control  over  plant,  property  and  equipment.  During 
our  review,  the  agency  was  in  the  process  of  transferring  in- 


formation  into  the  Statewide  Property  Accountability  and  Man- 
agements System  (PAMS) .   Much  of  the  work  relating  to  inven- 
tories and  logging  of  all  assets  was  in  progress,  and  school 
officials  anticipate  completion  during  fiscal  year  1983.   Since 
this  work  was  not  complete  and  the  school  did  not  have  accounting 
control  over  fixed  assets,  we  did  not  attempt  to  prepare  and  do 
not  present  a  statement  of  general  fixed  assets. 

Although  we  did  note  significant  improvements,  there  are 
continuing  problems  with  the  system  which  should  be  corrected. 
The  school  should  establish  formal  procedures  for  receiving  and 
recording  assets.   Management  should  review  these  procedures  on 
a  regular  basis  to  insure  the  system  functions  properly. 

RECOMMENDATION 

We  recommend  that  the  school  implement  an  adequate  property 
management   system. 

PAYROLL 

The  schools'  internal  control  over  payroll  should  be  im- 
proved in  several  areas.   We  found  one  employee  performing 
duties  which  were  not  compatible,  including  preparing  the  pre- 
payroll  register,  preparing  payroll  changes  and  receiving  pay- 
roll warrants  for  distribution.   Control  would  be  improved  if 
the  employee  who  prepares  the  payroll  did  not  have  access  to 
payroll  warrants. 

Employees  are  not  required  to  sign  their  time  cards  and 
supervisors  submit  many  of  the  cards  to  the  business  office 
without  a  signature  of  approval. 
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RECOMMENDATION 

We  recommend  that  the  school  improve  internal  control  over 
payrol 1 . 

Estimated  Payroll 

The  school  processes  an  "estimated"  payroll  for  some  hourly 
employees.   This  occurs  when  supervisors  must  submit  a  time  card 
for  an  employee  to  the  business  office  prior  to  the  employee 
actually  working  the  hours.   The  time  card  is  submitted  prior 
to  working  the  hours  in  order  to  permit  processing  in  the  busi- 
ness office. 

Estimated  payroll  at  state  institutions  was  a  widespread 
problem  several  years  ago.   To  resolve  the  problem,  additional 
time  was  added  between  reporting  of  information  and  preparation 
of  payroll  warrants.   The  institutions  should  resolve  this  prob- 
lem with  the  central  payroll  office. 

RECOMMENDATION 

We  recommend  that  the  school  discontinue  the  practice  of 
estimating  payroll. 

PHYSICAL  PLANT 

Some  of  the  older  buildings  at  the  school  are  in  need  of 
major  repair  on  renovation.   The  warehouse  building  roof  has 
deteriorated  to  the  point  where  the  agency  installed  sheet 
metal  rain  collectors  inside  the  building.   These  collect  water 
and  pipe  it  to  an  open  window. 
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Some  of  the  older  buildings  do  not  appear  energy  efficient, 
and  the  utility  costs  at  the  school  represent  a  major  portion 
of  the  budget  after,  salary. 

The  older  lodges,  which  are  used  only  when  the  population 
cannot  be  housed  in  the  new  facilities,  do  not  meet  standards 
for  security  or  safety. 

The  agency  has  taken  steps  to  improve  energy  efficiency 
and  has  performed  normal  maintenance.   These  steps  may  not  be 
adequate  and  major  renovation  or  replacement  may  be  required. 

PRIOR  RECOMMENDATIONS 

The  prior  audit  report  contained  17  recommendations.   The 
agency  agreed  with  16.   For  those  recommendations  which  are 
still  applicable,  all  were  implemented  except  those  dealing 
with  cash  accounts  and  control  over  fixed  assets.   Partial 
implementation  was  made  in  these  areas. 
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AUDITOR'S  OPINION  AND  FINANCIAL  STATEMENTS 


DAVID  L.  SATHER,  JR. 

CERTIFIED  PUBLIC  ACCOUNTANT 

P.O.  BOX  831 
SUITE  258  •  MONTANA  BUILDING 
LEWISTOWN.  .  MONTANA  »  59457 

PHONE:  (406)  538  -  7444 


January  14,  1983 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  combined  Balance  Sheets  and  State- 
ments of  Revenue,  Expenditure,  and  Changes  in  Fund  Balance  - 
Budget  and  Actual  of  the  various  funds  and  account  groups 
of  the  Pine  Hills  School  as  of  and  for  the  two  fiscal  years 
ended  June  30,  1982.   Except  as  discussed  in  the  following 
paragraph,  our  examination  was  made  in  accordance  with  gen- 
erally accepted  auditing  standards  and  with  the  Standards  for 
Audit  of  Governmental  Organizations,  Programs,  Activities  and 
Functions  established  by  the  Comptroller  General  of  the  United 
States,  and  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  condition  of  the  accounting  records  related  to  plant, 
property  and  equipment  was  such  that  we  were  unable  to  perform 
certain  auditing  tests  and  procedures  which  we  deemed  necessary 
to  comply  with  generally  accepted  auditing  standards.   Historical 
costs  for  land,  buildings  and  equipment  were  not  available.   The 
statement  of  general  fixed  assets,  required  by  generally  accepted 
accounting  principles  is  not  presented. 
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In  our  opinion,  except  for  the  matter  discussed  in  the 
preceeding  paragraph,  the  financial  statements  referred  to 
above  present  fairly  the  financial  position  of  such  funds  and 
account  groups  of  the  Pine  Hills  School  at  June  30,  1982  and 
the  results  of  its  operations  and  the  changes  in  fund  balance 
of  such  funds  for  the  two  fiscal  years  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles  which, 
except  for  the  change,  with  which  we  concur,  in  the  combination 
of  funds  as  described  in  Note  1  to  the  financial  statements, 
have  been  applied  on  a  consistent  basis. 

The  accompanying  Schedule  of  Federal  Grant  Receipts  is  pre- 
sented for  additional  analysis  and  disclosure  purposes  in  com- 
pliance with  "Guidelines  for  Financial  and  Compliance  Audits 
of  Federally  Assisted  Programs"  and  is  not  a  required  part  of 
the  combined  financial  statements  for  the  Pine  Hills  School. 
This  schedule  has  been  subjected  to  the  auditing  procedures 
applied  in  the  examination  of  the  basic  financial  statements 
and,  in  our  opinion,  is  fairly  stated  in  all  material  respects 
in  relation  to  the  basic  financial  statements  taken  as  a  whole. 


David  L.  Sather,  Jr. 


January  14,  1983 
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PINE  HILLS  SCHOOL 

COMBINED  BALANCE  SHEETS 

ALL  FUND  TYPES 

June  30,  1982 


Fiduciary 

GOVERNMENTAL  FUND  TYPES   Fund  Type 

Special 

General      Revenue     Resident 

Fund        Fund       Accounts 


ASSETS: 

Cash  $   5,557      $  83,230     $10,456 
Accounts  Recievable  124,914        17,011 

Inventory  at  Cost  74,393 

Available  to  Pay 
Accrued  Support  Expenses       187,181        62,551 


Total  Assets  332,045       162,792      10,456 


LIABILITIES  AND  FUND  BALANCES: 

Accounts  Payable  187,266       141,390 

Due  to  Consolidated  Entity      130,386 

Property  Held  in  Trust  10,456 


Total  Liabilities  $317,652      $141,390      10,456 


FUND  EQUITY: 

Investment  in  Inventory  74,393 

Fund  Balance  -0-        21,402        -0- 


Total  Fund  Equity  74,393        21,402      10,456 


Total  Liabilities  and 

Fund  Equity  $392,045      $162,792     10,4-56 


The  accompanyinq  notes  are  an  integral  part  of  this  statement. 
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PINE  HILLS  SCHOOL 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


GENERAL  FUND 


Variance 
Favorable 
Budget        Actual      (Unfavorable) 

REVENUES : 

Reimbursements  $    12,475    $    12,439      $     (36) 

Rentals,  Royalties,  Interest         1,500         2,025  525 

Federal  Assistance 


Total  Revenues  13,975        14,464  489 


EXPENDITURES: 

Care  and  Custody  1,954,435     1,523,127       431,308 


EXCESS  OF  CURRENT  REVENUES 

OVER  (UNDER)  EXPENSES  (1,940,460)    (1,508,663)       431,797 


OTHER  FINANCING  SOURCES  (USES) 

Prior  Year  Adjustments  400  400  -0- 

Support  from  General  Fund/ 

Special  Revenue  Fund  1,940,060     1,508,263       431,797 


The  accompanying  notes  are  an  integral  part  of  this  statement, 
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EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDITURES  AND 
OTHER  SOURCES  (USES)  -0-  -0-  -0- 


FUND  BALANCE  JULY  1,  1980  -0-  -0-  -0- 


FUND  BALANCE  JULY  1,  1981  -0-  -0-  -0- 


SPECIAL  REVENUE  FUND 

Variance 
Favorable 
Budget  Actual  (Unfavorable] 
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$  14,500  $  13,406  $  1,094 

300,634  288,817  (11,817) 


315,134  302,223  (12,911) 


797,344  825,330  (27,986 


(482,210)  (523,107)  (40,897) 


(6,667)  (6,667)  -0- 

540,469  540,469  -0- 


51,592  10,695  (40,897) 


6,878  6,878  -0- 


$  58,470  $  17,573  $(40,897) 


PINE  HILLS  SCHOOL 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


GENERAL  FUND 


Budget 


Actual 


Variance 
Favorable 
(Unfavorable) 


REVENUES: 

Reimbursements 

Rentals,  Royalties,  Interest 

Federal  Assistance 

Total  Revenues 


25 
2,050 


2,075 


4 
2,177 


2,181 


(21) 
127 


106 


EXPENDITURES: 

Care  and  Custody 


2,265,572 


2,132,513 


133,059 


EXCESS  OF  CURRENT  REVENUES 
OVER  (UNDER)  EXPENSES 


(2,263,497)     (2,131,332 


(133,059) 


OTHER  FINANCING  SOURCES  (USES) 
Prior  Year  Adjustments 
Support  from  General  Fund/ 
Special  Revenue  Fund 


(756)  (756)  -0- 

2,264,253      2,131,088       133,165 


EXCESS  OF  REVENUES  OVER 
(UNDER)  EXPENDIUTRES  AND 
OTHER  SOURCES  (USES) 


-0- 


-0- 


-0- 


FUND  BALANCE  JULY  1,  1981 


-0- 


-0- 


-0- 


FUND  BALANCE  JUNE  30,  198  2 


-0- 


-0- 


■0- 


The  accompanying  notes  are  an  integral  part  of  this  statement. 
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SPECIAL  REVENUE  FUND 

Variance 
Favorable 
Budget  Actual  (Unfavorable] 


$  76,985  $  86,538  $  9,553 

196,247  173,780  (22,467) 


273,232  260,318  (12,914! 


603,005  592,341  10,664 


(329,773)  (332,023)  (2,250) 


(55)  (55)  -0- 

335,907  335,906  1 


6,079  3,829  (2,250) 


17,573  17,573  -0- 


$  23,652  $  21,402  $ (2,250) 
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PINE  HILLS  SCHOOL 

NOTES  TO  THE  FINANCIAL  STATEMENTS 

June  30,  1981  and  June  30,  1982 

1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Pine  Hills  School  is  an  institution  of  the  Department  of 
Institutions  which  operates  under  a  superintendent  appointed  by 
the  Director  of  the  Department  of  Institutions. 

The  following  is  a  summary  of  the  significant  accounting 
policies . 

A.   Basis  of  Presentation 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.   Accounts  are  organized  on  the 
basis  of  funds,  each  of  which  is  considered  a  separate  accounting 
entity.   The  operations  of  each  fund  are  accounted  for  with  a 
separate  set  of  self-balancing  accounts  that  comprise  its  assets, 
liabilities,  equities,  revenues,  and  expenditures. 

The  following  fund  types  are  used: 

General  Fund  -  accounts  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure 
for  specific  purposes.   This  fund  contains  the  state,  federal 
and  private  revenue  entities  at  the  institution.   Legislative 
appropriation  is  required  to  spend  from  this  fund. 

Trust  and  agency  Fund  -  accounts  for  assets  held  in  trust  or 
as  an  agent  by  the  department  for  others.   The  major  sources 
of  receipts  to  this  fund  are  donated  funds.   A  legislative 
appropriation  is  not  required  to  spend  from  this  fund. 
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B.  Basis  of  Accounting 

The  modified  accrual  basis  of  accounting  is  followed  by 
the  governmental  and  fiduciary  fund  types.   Under  the  modified 
accrual  basis  of  accounting,  revenues  are  recorded  when  re- 
ceived in  cash  unless  susceptible  to  accrual;  i.e.,  measurable 
and  available  to  finance  the  institution's  operations  or  of  a 
material  amount  and  not  received  at  the  normal  time  of  receipt. 
Expenditures  are  recorded  when  a  valid  obligation  is  incurred. 

C .  Encumbrances 

Encumbrance  accounting,  under  when  purchase  orders,  con- 
tracts, and  other  commitments  for  the  expenditure  of  funds  are 
recorded  in  order  to  reserve  that  portion  of  the  applicable  ap- 
propriation, is  employed  in  the  governmental  funds.   At  year- 
end,  in  accordance  with  state  policy,  major  qualifying  encum- 
brances are  reclassified  as  payable  and  are  charged  to  expenditures, 

D.  Vacation  and  Sick  Leave 

Employees  accrue  eight  hours  of  sick  leave  and  ten  hours 
of  vacation  leave  each  month.   Vacation  leave  accrual  rates  in- 
crease after  ten  years  of  service.   In  the  event  of  termination, 
an  employee  is  paid  for  100  percent  of  accumulated  vacation  and 
25  percent  of  accumulated  sick  leave.   Accumulated  vacation  and 
sick  leave  monetary  liability  is  not  calculated  until  an  employee 
terminates  and  is  not  readily  determinable  at  June  30,  1982. 
2.   PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Re- 
tirement System  (PERS),  and  the  Teachers'  Retirement  System  (TRS). 
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This  plan  is  administered  by  the  State  of  Montana.   All  eligible 
employees  contribute  6  percent  of  their  salary  to  PERS,  while  the 
institution  contributes  6.2  percent  of  the  employee's  salaries 
and  wages  to  the  plan.   Teachers  contribute  6.187%  of  their  salary 
to  the  TRS,  while  the  Institution  contributes  6.312%.   The  insti- 
tution's contribution  to  the  plans  for  the  year  ended  June  30, 
1981  was  $103,728  and  for  the  year  ended  June  30,  1982  was  $112,264 
At  June  30,  1980  the  Public  Employees'  Retirement  System  and  the 
Teachers'  Retirement  System  was  determined  to  be  actuarially  sound 
as  reported  by  the  systems'  actuary.  The  unfunded  past  service 
costs  and  the  actuarially  computed  value  of  the  vested  benefits 
are  not  readily  available  for  members  of  the  plans  employed  by 
the  institution. 

3.  INSURANCE 

Pine  Hills  School  is  insured  by  Montana's  self-insurance 
plan  administered  by  the  Department  of  Administration. 

4.  BUDGET  INFORMATION 

A  fixed  annual  basis  of  budgeting  is  utilized.   Under  the 
fixed  annual  method,  appropriations  of  specific  dollar  amounts 
are  set  for  each  fiscal  year  of  a  biennium  by  the  Legislature. 
Appropriations  control  financial  operations  during  each  fiscal 
year.   At  the  end  of  each  year.  General  Fund  and  Special  Revenue 
Fund  appropriation  authority  reverts  to  the  fund  of  original 
appropriation.   The  reverted  appropriation  authority  may  be  used 
in  the  subsequent  year  as  authorization  for  valid  prior  year  ob- 
ligations.  Budget  amendments  represent  the  authorization  to 
spend  funds  not  available  for  consideration  by  the  legislature. 
They  are  subject  to  approval  by  the  Governor. 
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5.  INVENTORY 

Inventory  is  valued  at  cost,  using  a  weighted  average 
method . 

6.  BENEFITS 

The  institution  provides  one  meal  per  shift  to  all  em- 
ployees as  a  historical  or  union  benefit. 

7.  LEGAL  ACTIONS 

Following  the  notes  to  the  financial  statements  are  letters 
from  the  Attorney  General  and  the  Department  of  Institutions 
discussing  the  pending  suits  against  the  Pine  Hills  School  or 
the  Department  of  Institutions. 

8.  CONSTRUCTION 

The  school  received  appropriation  authority  and  expended 
the  following  amounts  during  the  audit  period  for  major  con- 
struction.  These  expenditures  were  made  by  the  Architecture 
and  Engineering  Division  of  the  Department  of  Administration. 


Expenses  for      Expenses  for 
the  year  ended     the  year  ended 
Purpose         Appropriation     June  30,  1981      June  30,  1982 

Roof  repair  (1) 

Expended  prior 

to  July  1,  1980 

$17,593.  $  60,000         $  23,656  $   5,819 

Boiler  repair  (2) 
Expended  prior  to 
July  1,  1980  - 

$15,656.  232,620  141,243  65,500 

$10,221  was  un- 
used and  reverted 
to  June,  19  82. 
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CONSTRUCTION  -  CONT . 

Expenses  for  Expenses  for 

the  year  ended  the  year  ended 

Purpose  Appropriation     June  30,  1981  June  30,  1982 

New  lodge  con- 
struction. Ex- 
pended prior  to 
June  30,  1980. 
$791,814.  $795,000  $   3,170 

New  lodge  con- 
struction. 967,000  583,881  $193,288 

Special  Improve- 
ment District: 
Payment  author- 
ized by  House 
Bill  666.  9,872  9,872 


(1)  Original  appropriation  for  $115,000.   $55,000  was  transferred 
to  boiler  repair. 

(2)  Original  appropriation  was  for  $142,620.   $55,000  was  trans- 
ferred from  roof  repair  and  $35,000  from  lodge  construction. 
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PINE  HILLS  SCHOOL 

FEDERAL  GRANT  EXPENDITURES  BY  SOURCE 

FOR  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1982 


Department  of  Justice 
Bureau  of  Prisons 

Contract  to  provide 
Residential  Care 


Expenses  for  the    Expenses  for  the 
Fiscal  year  ended   Fiscal  year  ended 
June  30,  1981       June  30,  1982 


$57,076 


$73,665 


Contract  Improvement  Grant 


-0- 


3,692 


Office  of  the  Superintendent 
of  Public  Instruction 

Federal  grants  in  which  the 
school  is  a  subgrantee  or 
participant  in  statewide 
federal  programs. 

School  Lunch 

ESEA  Title  I 

ESEA  Title  IV 

Educational  Equipment 


57,556 

98,146 

-0- 

32,103 


62,178 

74,097 

226 

14,867 
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DEPARTMENT  OF  INSTITUTIONS 


TED  SCHWINDEN  GOVERNOR 


1539  tlTH  AVENUE 


STATE  OF  MONTANA' 


(406)449-3930 


HELENA.  MONTANA  59620 


December  15,  1982 


Robert  R.  Ringwood 

Office  of  Legislative  Auditor 

Capitol  Station 

Helena,  Montana   59620 


Re: 


Pine  Hills  Audit 


Dear  Mr.  Ringwood: 

I  have  examined  the  files  concerning  the  cases  that  are  pending 
against  the  Pine  Hills  School  for  the  audit  year  ending  June  30,  J.982. 
Please  be  advised  that  in  the  suit  of  Doe  v.  Holiday,  we  have  entered 
into  a  consent  settlement  for  $18,000  as  full  and  final  settlement  in 
that  lawsuit. 

In  addition,  Don  T.  Holiday,  former  superintendent,  has  a  federal 
civil  rights  action  pending  against  the  department  for  alleged  legal 
problems  concerning  his  resignation  at  the  institution.   That  particular 
lawsuit  is  being  defended  by  the  Attorney  General's  Legal  Services 
staff  and  they  would  be  in  a  better  position  to  comment  on  the  suit. 

Concerning  any  other  unasserted  claims  or  threatened  litigation, 
there  are  none. 

Very  truly  yours. 


'07-.^ A  a .  CMz 


NICK  A.  ROTERING 
Legal  Counsel 


6/ 


NARrsd 


RECEIVED 

DEC  15  1982 

MONTANA  LEGISLATIVE  AUDITOR 
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STATE 
OF 

MONTANA 

ATTORNEY  GENERAL 

MIKE  GREELY 

STATE  CAPITOl,  HELENA.  MONTANA  59601  TELEPHONE  (40fcl  449-2026 

28  December  1982 


Mr.  Dave  Sather,  Jr. 

Suite  248 

Montana  Building 

Lewis town,  Montana   59043 

Dear  Mr.  Sather: 

I  am  in  receipt  of  a  letter  from  Mr.  Al  Davis  concerning 
the  financial  compliance  examination  your  office  is 
conducting  for  the  Pine  Hills  School. 

At  the  present  time  Agency  Legal  Services  is  providing 
representation  in  two  separate  law  suits  instituted  by 
Don  T.  Holladay.  The  first  action  was  commenced  in 
United  States  District  Court  on  May  21,  1980.  The 
action  was  brought  against  the  State  of  Montana; 
Department  of  Institutions;  Lawrence  M.  Zanto;  Robert  J. 
Rhay;  and  Herman  Gibson.  On  July  10,  1980,  defendants 
moved  for  dismissal  of  the  action  and  on  January  27, 
1981,  Judge  Battin  entered  judgment  dismissing 
defendants  State  of  Montana  and  Department  of 
Institutions  from  the  action.  The  motion  to  dismiss  was 
granted  on  the  basis  of  lack  of  jurisdiction  over  the 
State  and  Department.  The  individual  defendants 
continue  to  be  represented  by  Agency  Legal  Services. 
The  action  has  been  brought  under  42  U.S.C.  §  1983 
(federal  civil  rights  action). 

The  second  action  involves  the  same  parties  and  was 
filed  in  state  district  court  on  March  4,  1981.  The 
action  was  apparently  instituted  to  retain  the  State  of 
Montana  and  Department  of  Institutions  as  viable 
defendants.  The  state  action  presents  an  identical 
civil  rights  claim  and  additionally  sounds  in  tort  for 
libel  and  slander,  wrongful  discharge  from  employment, 
contractual  interference  and  trespass.  Defendants  have 
communicated  to  the  court  their  intention  to  move  for 
summary  judgment  and  the  same  is  due  on  January  31, 
1983.  Many  of  the  same  contentions  raised  in  the  motion 
to  dismiss  filed  in  the  federal  action  will  again  be 
raised  in  the  state  action.  Any  claims  not  disposed  of 
by  the  motion  for  summary  judgment  will  remain  for 
trial.   A  May  10,  1983  trial  date  has  been  set. 


27 
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Dave  Sather,  /r. 

Page  2 

2  8  December  1982 


With  respect  to  the  matter  referenced  in  the  December  6, 
1982  letter,  no  Agency  Legal  Services  attorney  is 
providing  assistance  in  that  matter.  It  is  our 
understanding  the  matter  has  been  resolved. 

I  am  unaware  of  any  other  threatened  or  pending 
litigations,  claims  or  assessments  which  may  involve  the 
Pine  Hills  School. 


ly  yours , 


MIKE  GREEL 
Attorney  General 

cc:   Mr.  Al  Davis 
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AGENCY  REPLY 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN   GOVERNOR 


STATE  OF  MONTANA' 


(406)449-3930 


1539  11TH  AVENUE 


HELENA  MONTANA  59620 


March  4,  1983 


Mr,  David  L.  Sather,  Jr. 
Certified  Public  Accountant 
P.  0.  Box  831 

Suite  258,  Montana  Building 
Lewistown,  Montana   59457 

Dear  Mr.  Sather: 

We  have  reviewed  the  comments  section  of  the  audit  report  for  Pine  Hills 
School. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 
The  response  to  your  recommendations  is  attached. 


CARROLL  V.  SOUTH 
Director 


CVS:bt 
Attachment 
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AN  tOlJAI    OPPOR'uHiJy  IMPLO^CR 


PINE  HILLS  SCHOOL 
Recommendations  and  Responses 

Recommendation  #1 

We  recommend  that  the  school  comply  with  state  purchasing  regulations. 


Response 

We  concur. 

All  local  purchases  in  excess  of  $300  were  in  the  area  of  food.  The  majority  of 
these  instances  resulted  from  food  needs  resulting  from  a  delay  in  receiving 
items  which  were  on  order  or,  as  needs  varied  resulting  from  an  influx  in 
population. 

Also,  it  was  not  clear  to  the  warehouse  manager  and  the  food  service  manager 
that  the  local  purchase  limitations  applied  to  food  stuffs.  This  problem  has 
been  rectified. 

Recommendation  #? 

We  recommend  that  the  school  pay  invoices  on  a  monthly  basis. 

Response 

We  concur. 

Added  effort  will  be  directed  to  this  concern  in  an  effort  to  cut  down  the 
number  of  warrants  processed  each  month. 

Recommendation  #3 

We  recommend  that  the  agency  analyze  all  lease  decisions. 

Response 

We  concur. 

This  has  been  done  and  we  are  in  the  process  of  purchasing  some  copier 
equipment. 

Recommendation  #4 

We  recommend  that  the  school  properly  use  its  contingent  account. 
Response 
We  concur. 
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The  instance  where  the  balance  went  over  $1,000  at  one  point  in  1982  resulted 
from  a  travel  claim  that  was  inappropriately  reimbursed  to  the  contingent  fund 
instead  of  the  transportation  fund. 

Recommendation  #5 

We  recommend  that  the  school  close  the  transportation  cash  fund  and  use 
existing  procedures  to  account  for  this  activity. 

Response 

We  concur. 

This  account  will  be  put  on  SBAS. 

Recommendation  #6 

We  recommend: 

1)  Deposit  all  revenue  received  into  the  state  treasury. 

2)  Use  the  boys  fund  trust  accounts  only  to  account  for  and  control  money 
held  in  trust. 

Response 

1)  We  concur.  Gifts  and  donations  which  are  restricted  as  to  their  use  should 
be  deposited  into  the  state  treasury  in  special  revenue  accounts  and 
recorded  on  SBAS.  This  would  include  the  Athletic  Fund  Revenue  which 
serves  as  a  revenue  source  to  pay  expenses  such  as  letter  jackets  and 
travel  expenses,  etc.  of  the  athletic  program  for  Pine  Hills  School. 

2)  We  concur. 

I 

Recommendation  #7 

We  recommend  that  the  school  seek  assistance  as  to  the  proper  disposition 
of  abandoned  property. 

Response 

We  concur. 

Recommendation  f8_ 

We  recommend  that  the  school  implement  an  adequate  property  management 
system. 

Response 

We  concur.   We  will  be  in  compliance  by  April  of  this  year. 

Recommendation  #9 

We  recommend  that  the  school  improve  internal  control  over  payroll. 
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Response 

We  concur.   Revised  time  cards  will  have  signature  lines  for  both  the  employee 
and  the  supervisor. 

Recommendation  //lO 

We  recommend   that   the  school   discontinue  the  practice  of  estimating 
payroll. 

Response 

We  concur. 
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